University of New Mexico

UNM Digital Repository
NotiSur

Latin America Digital Beat (LADB)

7-11-1997

Third Anniversary of Brazil's Economic Plan Brings
Pressure to Pass Reforms
LADB Staff

Follow this and additional works at: https://digitalrepository.unm.edu/notisur
Recommended Citation
LADB Staff. "Third Anniversary of Brazil's Economic Plan Brings Pressure to Pass Reforms." (1997).
https://digitalrepository.unm.edu/notisur/12381

This Article is brought to you for free and open access by the Latin America Digital Beat (LADB) at UNM Digital Repository. It has been accepted for
inclusion in NotiSur by an authorized administrator of UNM Digital Repository. For more information, please contact amywinter@unm.edu.

LADB Article Id: 55153
ISSN: 0000-0000

Third Anniversary of Brazil's Economic Plan Brings Pressure
to Pass Reforms
by LADB Staff
Category/Department: Brazil
Published: 1997-07-11
Brazil's economic Plan Real, which launched the real as the country's new currency on July 1,
1994, was designed by President Fernando Henrique Cardoso when he served as economic
minister under former president Itamar Franco (1993-1995). To mark the plan's third anniversary,
government and business leaders touted its successes while warning that more must be done to
avoid a return to runaway inflation and financial chaos. (For background on the stabilization plan,
see NotiSur, 07/14/94, 09/08/94, 09/29/94, 10/06/94, 10/27/94.) "Brazil continues to change for the
better," the president said. "Since 1994, the economy has grown by nearly 14%. Inflation keeps on
falling. It is in this spirit of optimism that I remind you that the Plan Real is three years old."
Cardoso listed statistics showing that the number of people living in poverty has fallen to 25% of
the population in 1996, down from 33% in 1994. He also cited a 40% drop in child mortality rates in
areas covered by a government relief program, as well as a 14% increase in the number of children
over 15 attending school, as proof that his policies are working. "But we must go further," Cardoso
said. "We cannot accept that in a country with so much wealth and potential there is still so much
injustice, so much disrespect for human rights, the first of which is a right to a decent life."
Cardoso's economic plan continues to have popular support among Brazilians. A recent poll
found that 74% support it, making the president a firm favorite to win re-election in next year's
presidential race (see NotiSur, 06/06/96).

Plan's gains remain tenuous pending more structural reforms
Nevertheless, although the plan did slash inflation from about 5,000% in 1994 to about 10% last
year its lowest level since 1957 economic analysts agree that the government has to implement
deeper structural reforms if the Plan Real is to avoid the crippling mistakes of other failed economic
"miracles" of the past. The country's huge fiscal deficit continues to be the Plan Real's Achilles' heel,
posing a threat that could reverse the successes achieved so far.
The Cardoso administration, however, says that three pending constitutional reforms will help
solve the deficit, leading to increased state savings and investment, and possibly an economic boom
in Brazil. Indeed, according to the Federation of Industries of the State of Sao Paulo (FIESP), the
economy could add 3.7% additional annual growth once the reforms are passed by Congress, where
legislative delays have paralyzed progress on the bills (see NotiSur, 05/26/95, 01/12/96, 01/24/97).
A study presented at a FIESP-sponsored forum said changes in the social security system which is
one of the pending constitutional amendments could generate between 1.2 million and 1.8 million
new jobs per year, plus additional economic growth equivalent to 1.8% of the GDP. Pending tax
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reforms could also lead to 1.5% additional production, raising the rate of investment to 22% of GDP,
compared with 16.2% in 1996, according to the study. Finally, an effort to radically slash public
payrolls could contribute another 0.4% in growth. The study, titled "How Much the Failure to
Implement Tax, Social Security, and Administrative Reforms Costs the Country," was carried out by
University of Sao Paulo economists. Economists also point to high interest rates resulting from the
fiscal deficit as the greatest obstacle to economic growth. Although rates have been cut in half since
1995, they continue to be three times the rate of most industrialized countries.
And, critics continue to voice concern that the current- accounts deficit expected to balloon to more
than US$30 billion, or 4% of GDP, this year risks triggering a currency collapse such as that suffered
by Mexico in late 1994. Nevertheless, Finance Minister Pedro Malan insists that a devaluation of the
real is "out of the question."

President urges Congress to pass reforms, despite protests
Given the dangers facing the Plan Real, President Cardoso has stepped up efforts to push Congress
to act on the reforms. "Just when we're about to really take off, I find it hard to believe that we're
being held back by senseless arguments and by cowardice," said Cardoso, calling on Brazil's
Congress to quickly pass the reforms to trim the bloated civil service rolls and reform the indebted
pension system.
The Brazilian government employs six million people, about 25% of the nation's formal work force.
Most of Brazil's 27 states spend more than 60% of their income on state employees' salaries, the
cut-off level now stipulated by law. In some cases, government salaries exceed 100% cent of state
income. With states spending so much on salaries, they have little or nothing left for health and
education.
In addition, the pension system, which allows many public employees to retire at 45 years of
age, is moving toward a deficit of almost US$1 billion in 1997. Since 1991, privatization of Brazil's
petrochemical, mining, and steel industries has eliminated many government jobs. With some of
the largest privatizations now complete, the administration is focusing on reducing administrative
jobs within the government, especially in services that have been provided by state and municipal
governments. But economists warn these layoffs could have serious social consequences.
Economist Marcio Pochman of Campinas University says that the continued high level of state
employment has somewhat offset the social costs of other structural reforms contained in the Plan
Real. Pochman notes that although economic growth of 18.7% was registered between 1993 and 1996,
this expansion has not led to sufficient job creation. And, predictions of lower growth for 1997-1998
will result in an even lower job creation rate, especially if the state moves ahead in dismissing public
employees.
On July 8, hundreds of government employees and union members occupied several rooms in
the Congress building in Brasilia demanding that the government abandon its plans to eliminate
guaranteed jobs. Several glass doors and windows were shattered as protesters forced their way into
the Chamber of Deputies, where the next vote on the constitutional reforms will take place.
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Reforms could be postponed until after 1998 elections
Cardoso sent his proposed reforms to the legislature two years ago, but they have run into stiff
opposition among lawmakers fearful of losing votes and under pressure from lobbyists who stand
to lose from the changes. The president called a special session of Congress to run through the
scheduled July recess to make up for lost time. "The time has come," said Cardoso. "Either certain
reforms are approved now, or we have no resources to make further progress."
But the process of amending the Constitution is slow and cumbersome, requiring passage by
a three-fifths majority in two votes in each house of Congress. The social security reforms, for
example, have already made their way through the Chamber of Deputies, but with so many
amendments considered negative by the executive that the administration is attempting to revive
the original proposal in the Senate, which would then force a new vote in the lower house. Many
observers believe Cardoso's push to pass the reforms has already failed, for now.
With next year's elections on the horizon and his own re-election campaign to worry about, the bills
may have to wait at least until the 1999 session of Congress, they say. "If we are defeated now, it's
possible that the reforms will not be approved until the year 2000," said Roberto Brant, a deputy and
friend of Cardoso. "And the next Congress will not necessarily be more dynamic than this one."
On July 7, Communications Minister Sergio Motta proposed holding a referendum next year on
the reforms, since he believes that Congress will never approve them on its own given the political
stakes, according to the newspaper O Globo. He said a referendum on the reforms should be held
alongside general elections next year. "We are not in a condition anymore to govern this country
within the current political structure," said Motta. (Sources: Inter Press Service, 06/11/97, 06/23/97,
06/30/97; Reuter, 06/27/97, 06/30/97, 07/02/97, 07/07/97; Notimex, 07/01/97, 07/02/97; Deutsche Press
Agentur, 07/08/97)
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